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Nigeria Key Economic Indicators 


In $ millions unless otherwise indicated 


National Income 
% Change 
1976 1977 1978 1977-1978 
GDP (current prices) 33, 222 41,476 42,698 29 
Population (millions) Tit<¥ 1964 31.7 Zs 
GDP per capita ($) 490.6 520.5 522.6 0. 
Exchange rate (Naira/$) * 0.625 0.645 0.640 -0. 


Production Index (1972=100) 


All Mining Liss ‘ 102.5 
All Manufacturing 182. ‘ 220.2 
Beer 191. ‘ 241.7 
Cotton Textiles 161. . 163.2 
Vehicle Assembly 698. . 1099.3 
Soap, detergents 228. 418.5 
Electricity 184. 248.7 


Agricultural Production (1,000 tons) 


Yams 18,000 
Millet 2,865 
Corn 1,440 
Palm Kernels 295 
Cocoa Beans (Commercial) 170 
Cotton (Commercial) 81 
Peanuts (Commercial) (1975=300) 10 


Monetary 


Money Supply (Dec. 31) 5,269 
Retail Prices (Urban: 1975=100)124.3 
Commercial Minimum Lending Rate 6% 
Treasury Certificates (one year) 3.5% 


Trade 


Reserves (Dec. 31) 4893 3908 
Payments Balance on priv.acct -169 -648 
Exports 10149 12364 
To U.S. 3767 4675 
Imports 8080 10747 
From U.S. 868 1203 
Petroleum Exports (mmbd) 2.01 2.03 


Sources: Central Bank of Nigeria, Lagos 
Federal Office of Statistics, Lagos 
Agricultural Figures, U.S. Embassy, Lagos 
*Arbitrarily set by Central Bank 





SUMMARY 


Nigeria experienced a serious recession in 1978, 
due to lower oil production and marginal growth in the 
agricultural sector. Government policies reduced spend- 
ing on major projects and on imports, and inflation had 
slowed considerably by year's end. The business climate 
was marked by the contrast of official government support 
for private investment - both domestic and foreign - 
and the sluggishness of the economy. Early 1979 witnessed 
a continued slowdown, but conditions had begun to pick up 
by mid-year. The future is clouded by the planned change 
from a military to a civilian government, scheduled for 
October 1, 1979, and reduced demand, in spite of a new 
upsurge in revenues from a revitalized petroleum sector. 





TRENDS IN THE ECONOMY: 1978 


The Nigerian economy made little progress in 1978. Agricultural 
output increased at a rate of only 1.8 percent in volume, less 
than the estimated 2.5 percent growth of population. The mine- 
rals sector--already in decline in 1977--was further depressed 
by a decline in production of crude oil by some 10 percent, 
although by year's end the level had reached earlier peaks. The 
manufacturing sector, although only about 10 percent of GDP, 
grew about 14 percent after a slow start due to intermittent 
power failures. Leading sectors included beer and soap and 
detergents, while electricity generation increased 17 percent. 
Although no data are available for construction and services, 
the cutback in government spending seriously affected these 
areas. Per capita GDP rose only 0.4 percent in current prices, 
while inflation was on the order of 20 percent. 


In an attempt to control inflation, the Central Bank drastically 
restricted the growth of the money supply. The money supply, 
defined as currency and private demand deposits, increased only 
0.5 percent compared with 41 percent in 1977. Credit to the 
domestic economy increased 40.2 percent in 1978 compared with 
114.3 percent in 1977. 


Banks, with minor exceptions, were told to restrict their 
increases in lending to 30 percent, as opposed to 40 percent in 
1977, although they were encouraged to make loans to agriculture 
and construction projects. As a result of these measures and a 
planned 20 percent decline in government expenditure, inflation 
was contained to about 20 percent, although higher in the urban 
areas. 


The decline in oil revenues affected development and caused 
Nigeria to go to the Eurodollar market for two large loans. 

The first, signed in December 1977, for $1 billion was marked 
for projects in petroleum (pipelines and refineries), cement, 
pulp and paper, sugar, iron and steel, port development and 
smaller projects. The second, signed in November 1978, called 
for $750 million for telecommunications, hydroelectric power, 
petroleum refining and pipelines, and sugar. Early in 1979, a 
loan of $325 million was obtained from West German banks for a 
direct reduction steel plant. Nevertheless, major construction 
work remains unfinished as state and federal governments are 
behind in their payments to contractors, and, in some cases, had 
run out of money completely at year's end. 


Petroleum -- Petroleum output continued to expand in response to 
Nigeria's coming into line with other OPEC prices earlier in 
1978 and the removal of allowables in November. Production, 
which had fallen to 1.5 million barrels per day (b/d), approached 





2.4 million b/d in December. Reduction in stocks allowed 
exports to reach 2.5 million b/d in December. The withdrawal 
of Iranian supplies from the world market and the sharp 
increase in the spot market for crude has accelerated Nigeria's 
efforts to expand production, perhaps accounting for between 
100,000 and 300,000 b/d of current production. 


Trade and Reserves -- The crisis in the foreign trade sector, 
stemming from the early decline in oil sales, continued through- 
out 1978, despite the recovery in exports. In spite of the 

April 1 ban on many imports, they remained at close to $1 billion 
a month throughout the third quarter of the year. By year's end, 
after a supplementary ban of a few additional items on October l, 
reserves had risen to about $2 billion, far below the $4-S$5 
billion target set by the Central Bank. An apparent fourth 
quarter decline in imports had not been reflected because of the 
Significant amount of credit, often on a 180-day basis. 


Government officials have attributed a large portion of the trade 
deficit to over-invoicing and other fraud. To attack this 
Situation, Nigeria has instituted a preshipment inspection 

system as of January 1, 1979. Before any payment is approved 

for imports, an inspection for quantity, quality and price reason- 
ableness will be carried out by a Swiss firm, Societe Generale de 
Surveillance. Only orders that have received a Clean Report of 
Findings will be eligible for foreign exchange. This procedure, 
along with other measures already in place, has delayed and com- 
plicated the import process, causing an even steeper decline in 
imports. 


The Federal Military Government continues to want to move away 
from imports financed by oil to import substitution. Domestic 
manufacturing, nevertheless, has remained miniscule and agri- 
culture has stagnated. However, the imposition of import 
barriers has already stimulated investment flows. Some large 
trading companies, for example, seeing the demise of large earn- 
ings through imports, have shifted to investment in factories. 
Money that went abroad is now being called back to pay for new 
plants. In addition to investment funds, Nigeria needs techno- 
logy and investment expertise and the United States could be a 
prime source. The critical question, however, is what incentives 
will be offered. Much of the foreign investment enticement has 
been verbal with little in the way of real inducements. 


Stagnation in Agriculture: -- The FMG is aware of the stagnation 
in agricultural development during recent years but in contrast 
to its relatively greater activity in the industrial sector, the 
FMG has limited its support to agriculture mainly to public 
statements urging increases in production. Although dramatic 
percentage increases have been reported in certain crops in 1978, 
these are mainly from a small base, and the output ievels are 





often below those of 1975 and 1976. Many purely domestic crops, 
e.g. tubers, vegetables and some grains, improved in 1978, but 
output of traditional export crops, such as cocoa, groundnuts 
and palm kernels, was either stagnant or, as with cocoa, 
declined. Nigeria is now a net importer of groundnuts and palm 
oil, long major export items. 


Nigeria's food needs remain huge. In 1978, despite a slight 
increase in domestic production, the country imported $1.5 
billion worth of food. The U.S. share was $300 million, includ- 
ing $92 million in wheat and $126 million in rice, but the 
outlook is clouded by licensing imposed on rice and wheat 
imports on April 1, 1979. 


The FMG hopes that the private sector, especially medium and 
large production farmers, will lead the way to larger agricul- 
tural output. As incentives, the FMG offers a 10 percent 
investment allowance, agricultural loans with tax free interest 
for the lender, and allows losses in agribusiness projects to 
be carried forward indefinitely to be written off against 
future profits. To encourage foreign capital investment, the 
FMG requires that agribusiness need be only 40 percent Nigerian- 
owned rather than 60 percent as required previously by the 1977 
Nigerian Enterprises Promotion Decree. Further, support prices 
on some commercial crops were raised above world market prices. 
However, in spite of these measures, agricultural production 
has not improved significantly. 


Prospects for agricultural machinery sales remain good, 
especially as the country moves toward large farms. 


The Nigerian Business Climate -- Nigeria remains a difficult 
environment for the foreign salesperson and the foreign 
investor. Compounding the economic slump in 1978, due to the 
decline in oil revenues and previous overspending, were the 
various measures introduced by the FMG to stem imports, reduce 
foreign exchange outflows and restructure the ownership of the 
Nigerian economy. Such measures as import bans and licensing 
controls, increases in duty rates and the preshipment inspection 
scheme were a blow to many foreign exporters, injured Nigerian 
importers and depressed retail trade. Long delays in obtaining 
payment on letters of credit affected foreign traders and 
investors alike. The government's push to transfer ownership of 
most enterprises from foreign to Nigerian hands caused some 
consternation in the foreign business community. Doing business 
in Nigeria is expensive; hotels frequently are fully booked and 
accommodations are difficult to obtain; communications and 
internal transportation are unreliable, and the numerous 
governmental approvals needed to conduct business wend their way 
through the bureaucracy at an agonizingly slow pace. 





Nevertheless, there have been some offsetting improvements. The 
government has agreed in principle to permit prospective foreign 
investors to establish representative or liaison offices in 
Nigeria free of requirements that they be indigenized for a 
period of up to 2 years (see below). Foreign investors are to 
be permitted to reinvest in new enterprises that accumulated 
profits above those repatriated. The new enterprises would 
qualify for repatriation privileges. On the trade side, the 
Central Bank has been clearing letters of credit more rapidly 
than in the recent past. Traffic congestion in Lagos has 
lessened and more telephones work more often. 


The Nigerian Enterprises Promotion Decree of 1977 set December 
31, 1978 as a deadline for the indigenization of all companies 
Operating in Nigeria. Companies, depending on the type of 
business, have become 40, 60 or 100 percent Nigerian owned, 

with high technology industries generally in the lower category 
and retail and service industries in the upper. As the deadline 
approached, most firms took the necessary steps to comply with 
the Decree. The Nigerian Enterprises Promotion Board is hand- 
ling special cases of appeals in classification, and share 
valuation, and the government is prepared to buy all unsubscribed 
shares. In December, the government announced that a firm that 
comes to Nigeria after January 1, 1979, may have a liaison 
office for a maximum of 2 years. During this time the firm 
could not engage in its primary business but could look for 
Nigerian partners. The firm would not have to comply with the 
Decree until it had found a Nigerian partner and was ready to 
start business operations. 


Previously, port congestion was a problem for those exporting 
to Nigeria. At its height in mid-1975, almost 500 ships were 
queued outside Lagos harbor waiting to enter the port. By 
early 1979, there were approximately 60 such ships. At present, 
shipments from the United States to Lagos via the American 

West African Freight Conference (AWAFC) experience no delay, 

as the Freight Conference is able to use its own appropriated 
berth to unload cargo in Lagos. Reductions in imports, as 
import restrictions have taken hold, coupled with the expansion 
of port facilities have eliminated the problem of port 
congestion for the present. 





Political Situation -- In late September, 1978, the Federal 
Military Government lifted the ban on politics, signaling 
the beginning of a process that is to be consummated by 

the installation of a civilian government on October l, 
1979. More than 50 "associations" were formed, but only 
five were ultimately registered and approved as political 
parties. None of the major parties appears to be radical, 
and the prospects are that any new civilian government 

will maintain a pragmatic attitude toward business and 
foreign investment and a generally friendly attitude toward 
the United States. 


Five elections are being held for State and Federal offices, 
beginning in July and culminating in the presidential 
election in August. 


Developments in Early 1979 -- In the first quarter of 1979, 
the Nigerian economy continued on the same course. Agricul- 
tural productivity remained low, and manufacturing began 

to suffer from lack of raw materials and spare parts due to 
confusion in the implementation of the Comprehensive Import 
Supervision Scheme. Bank funds were not available, as the 
banks had reached their lending limits much earliers. State 
governments were unable to pay contractors. The only 
encouraging news was that much higher oil revenues were 
being obtained, and the reduction in imports was allowing a 
build-up in foreign reserves. Inflation appears to have 
abated considerably. 


Second quarter indications are somewhat more encouraging 
for routine business dealings. The beginning of the fiscal 
year was introduced by a mildly restrictive budget, with 

an emphasis on payment of government debts and consolida- 
tion of existing major project activities, rather than 
beginning new ones. Banks have been given the same overall 
lending increase limits as in 1978--30 percent for larger 
banks, 40 percent for smaller ones--so there are currently 
available funds. However, there are sectoral and company- 
size requirements for lending, and it is likely that the more 
popular sectors will find their funds exhausted by October. 





The steady accumulation of external reserves from record 
petroleum exports at record prices has allowed the government 
to make some major external payments on projects already in 
operation. At the same time, the tempo of activity in the 
ports is picking up, following a 4-month lull, now that the 
import inspection scheme has begun to function more smoothly. 
At this point we are unable to estimate accurately the import 
volume, but a monthly figure of between $500 million and $700 
million is likely. 


The procedures for letting government contracts have been 
provisionally revised in a way that may prove more trouble- 
some to foreign business if they are maintained. Contracts 
are to be negotiated entirely in Naira, and applications for 
foreign exchange will be considered at prevailing rates. 
These rates have been undergoing considerable change in the 
second quarter, with the Central Bank revaluing the Naira 
upward in several small steps amounting to over 9 percent so 
far this year. 


The budget, which was announced on April 1, includes additional 
restrictions on remittances of foreign exchange. Among the 
most worrisome is the limitation on management and technical 
contracts and royalties for which remittances are now limited 
to 3 percent of net profit, as opposed to the earlier 3 percent 
of gross. The corporate tax rate was lowered to 45 percent 
from 50 percent, and dividend remittances are now limited to 

50 percent of current year's net profit, rathern than 20 percent 
of equity. Applications for overdrafts will be closely scruti- 
nized, and companies that have remitted significant amounts of 
dividends may be refused overdraft facilities. Finally, any 
private transaction with the government--including applications 
for foreign exchange--must be accompanied by the presentation 
of a certificate of payment of taxes over the previous 3 year 
period. 


A fourth round of bilateral talks took place in Washington and 
New York in May. The first three rounds, in 1977 and 1978, have 
led to a greater understanding of the problems of both countries 
and have resulted in some positive steps toward improving 
bilateral economic relations. The fourth round focused on the 
environment for trade and investment in Nigeria and prospects 
for American technical assistance. 


Prospects for American Business -- The Nigerian market is 
still sluggish, but it is apparently recovering from the 
low point of last spring. The government's tight rein on 
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spending has curtailed and deferred many major projects. 
The banning or licensing of imports and the preshipment 
inspection scheme have not only adversely affected the 
wholesale and retail trades but also affected Nigerian 
manufacturers who depend on imported raw materials. The 
manufacturers have complained to the government about 
loss of production, and they have deplored the need to lay 
off a number of workers. Several large Nigerian firms 
have discharged thousands of workers because they could 
not obtain essential imports to maintain their operations. 
While the business climate is not favorable in the near 
term to the growth of U.S. exports to Nigeria, the long 
term outlook is excellent. 


With the boost in Nigerian oil production and higher 
world prices, the Central Bank foreign exchange reserve 
holdings are rising. The government policy appears to 
be to spend frugally while accumulating substantial 
foreign exchange holdings to be turned over to the suc- 
cessor administration. As many observers see it, the 
Nigerian economy and imports will recover strongly when 
the government loosens its purse strings. 


The ambitious objectives of the Third Development Plan 
were scaled down considerably. The Fourth Development 


Plan, to be operative 1980-85, has not yet been drafted, 
although elements of it have been committed to paper. 

The FMG has drafted guidelines for the Fourth Plan but 
not a plan itself. The drafting of the next Plan will be 
left to the civilian government and is not expected to 
emerge until the next budget, April 1, 1980. 


The government is in a period of consolidation and 
retrenchment. It will initiate few new projects, will 
defer some and will hasten the completion of those in 

an advanced stage. However, the few new projects are 
very large, and the FMG appears determined to award con- 
tracts for them before it departs office. Since Nigeria 
lives on oil revenues and those revenues accrue to the 
government, the health of the private sector depends upon 
government stimulation. Nevertheless, except for agri- 
culture, Nigeria enjoys a basically, sound economy which 
will take off when the financial restraints are lifted 
and will offer numerous opportunities for trade and 
investment. 


Looking ahead, one may expect shifts in priorities and 

in the manner of doing business in Nigeria. The pro- 
nouncements of the political parties in the present 
campaign suggest that, if elected, any of them would move 





the country away from the heavy emphasis on infra- 
structure under the Third Plan and would make greater 
investments in agriculture, manufacturing, education, 
public health and social welfare programs. 


Doing business with the government will call for far greater 
effort. With the implementation of the Constitution, 

much decisionmaking power in the economic sphere will 
devolve upon the states. States will plan and implement 
agricultural and public works projects and be responsible 

for the distribution of electric power. States will pro- 
cure materials and equipment formerly procured in the capital. 
The business representative who used to deal with one federal 
ministry in Lagos will have to call on ministries in 19 

state capitals. Another major shift, which has already 
occurred and will probably be continued, is the govern- 
ment's drive for greater self-sufficiency and its con- 
comitant-emphasis on increased foreign investment rather 

than on increased foreign trade. It should become 

apparent, however, that increased foreign investment will 
necessitate increased rather than decreased foreign trade. 


The short-term prospects for U.S. exports are good but 
not buoyant. This picture may change dramatically for 
the better as the current turnaround in the Nigerian 
economy develops. 


The FMG is seriously and actively trying to attract more 
U.S. investment and technology to Nigeria. Officials 
frequently ask why more U.S. firms do not come to Nigeria. 
Despite obstacles, there is and will be tremendous scope 
for U.S. investors in both manufacturing and agriculture. 


On the trade side, U.S. exports probably have been less 
hard hit by the preshipment inspection scheme than have 
most of our Europeans and Japanese competitors. No 
meaningful Nigerian import data for the period from 

March 1, 1979 are available. When they become available, 
we expect that they will show that the U.S. maintained its 
export share while the values have been lower than during 
the second half of 1978. For the period through October 
1979, we see more action for U.S. firms in pursuing major 
contracts than in promoting exports of merchandise. Ob- 
taining contracts is not only lucrative in itself but is 
crucial to the growth of our exports. Awards to foreign 
contractors represent a potential loss of U.S. exports 
because these contractors generally source their equipment 
and materials' needs from their home countries. 





12 


The agricultural sector offers great potential for U.S. 
business, both near and long term. The FMG has given a 
very high priority to the revival of agriculture, both 
food crops and commercial crops for export. Although 

it is not devoting the resources and attention to the 
sector that might be expected, agriculture will receive 
added importance from any new civilian government. 

There has been a demand for large tractors, combines 

and agricultural implements for large-scale farming. 
Demand now appears to be shifting toward smailer hand 
held mechanized equipment like roto-tillers. We expect 
demand for all kinds of small mechanized agricultural 
machinery to rise strongly as more funds are devoted to 
the small farmers. Silos for fodder corn and storage 
facilities for other grains are badly needed. The dry 
northern part of Nigeria is looked to as the growth 

area for agriculture. Significant growth there must be 
accompanied by the large scale development of irrigation 
calling for large numbers of pumps, valves and other 
irrigation equipment. The livestock industry is rudi- 
mentary and a dairy industry nonexistent. Prospects 

for them should be good after about 2 years. Poultry 
farms are springing up all over Nigeria and equipment 
for such operations should sell well, especially with the 
relaxation of the ban on corn imports. There is no meat- 
packing industry. Poultry are processed and packaged on 
poultry farms. Therefore, small processing and packaging 
equipment is the most suitable. As the FMG encourages 
its coastal fishermen to move out into deeper waters, 
the prospect for sales of fishing gear should improve. 
Most fish are landed and sold fresh by Nigerian fisher- 
men. There will, however, be a growing demand for 
freezing facilities for fish. 


Brewing and bottling are two booming sectors in the food 
processing industry. A considerable number of breweries 
and bottling plants have been built or are under con- 
struction. But, the demand for beer and soft drinks is 
insatiable, and more plants will have to be built. Most 

of the breweries are British-affiliated, purchase British 
equipment and are a tough market to penetrate. On the 
other hand, many of the bottling plants hold U.S. fran- 
chises and would be a good target market for U.S. bottling 
lines and other equipment. Aside from two factories 
canning tomatoes and several oil mills processing peanut 
oil, there is no industrial food processing of consequence 
in Nigeria. That industry should grow rapidly, however, 
in parallel with the growth in the agricultural sector. 

In the forefront would be demand for equipment for small 
grain mills. Commercial refrigerators and freezers are 

in steady demand; equipment for refrigerated trucks and 
trailers should be a growth area. 
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Some one-third of all public funds in the recent past 
have been spent on construction and public works. While 
greater resources and attention may be devoted by a new 
government to education and social welfare programs, 
enough construction projects have been initiated to 
guarantee a leading place for the sector in the economy 
during the next 2 to 5 years. Thus, there will 
continue to be a very large market for elevators, 
electrical equipment, plumbing equipment and supplies, 
partition systems, door and window frames. Unfortunately, 
few American construction firms have obtained contracts 
and most of their materials have been procured by foreign 
contractors from Europe. There is a crying need for low 
cost housing,and U.S. firms could fill a portion of the 
need profitably if Nigerian authorities would accept the 
concept of utilizing prefabricated dwellings. Nigeria 
certainly will be unable to meet this need in the fore- 
seeable future using traditional building methods. Among 
other major construction projects in the offing are a 
thermal power plant in Lagos, an aluminum smelter, the 
extension and track widening of the railroad, and the 
building of the new Federal Capital in the center of the 
country. U.S. firms are pursuing these and other projects 
actively. The contractors active in Nigeria have a large 
inventory of earthmoving and construction equipment. 


The biggest share of this market, therefore, will be for 
replacements and spare parts. 


The FMG is committed to a large increase in its electrical 
power generation capacity and to the installation of 
lengthy transmission systems in support of both indus- 
trialization and agricultural development. In these 
sectors U.S. firms should find excellent opportunities 

for the sale of distribution equipment and controls. 

The recent U.S. Electrical Energy Systems Technical :Siales 
Seminar Mission was very optimistic about U.S. prospects 
and expected to sell an estimated $20 million in the short 
term. As the growth in electrical capacity has been slow 
and the supply irregular, there is a tremendous demand 

for standby generating sets. 


The government reports 394,000 passenger cars, trucks 
and buses on the road. Five foreign vehicle manu- 
facturers are producing cars and trucks; some may begin 
to assemble tractors. Imports of passenger cars were 
restricted but there is a large import trade in parts. 
Volkswagen, Peugeot and Mercedes are the most common 
passenger cars; Mercedes-Benz and Bedfords the most 
common trucks. U.S. manufacturers of parts for these 





brands would find a ready market. There are few U.S.- 
manufactured cars in Nigeria. Vehicle maintenance in 
Nigeria is poor and vehicle life short. A recent U.S. 
trade mission uncovered numerous opportunities for sales 
of vehicle repair and maintenance equipment. Moreover, 
the growing number of U.S.-style service stations offers 
good sales prospects for service station equipment such 
as lubricating and diagnostic units. 
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